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INTRnnUCT ION
THANK YOU. IT'S A PLEASURE TO BE WITH YOU IN
SUCH A BEAUTIFUL SETTING*
A CENTURY AGO, MY GREAT GRANDFATHER RISKED
EVERYTHING HE HAD TO START A RANCH OUTSIDE HELENA,
MONTANA.
BECAUSE HE HAD THE FORESIGHT AND COURAGE TO
TAKE THAT RISK, THE SIEBEN RANCH FLOURISHED* IT'S
BECOME A VITAL PART OF THE HELENA VALLEY.
YOU ARE THE CATTLEMEN AND SHEEPMEN OF OUR
TIMES. MANY OF YOU RISK EVERYTHING YOU HAVE TO
PRODUCE THE ENERGY AMERICA NEEDS TO MAINTAIN OUR
NATIONAL SECURITY AND FUEL OUR ECONOMIC STRENGTH*
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As YOU KNOW, THE OIL AND GAS INDUSTRY IS
VITAL TO MONTANA'S ECONOMY.
OUR FUTURE DEPENDS IN LARGE PART ON YOUR
FUTURE*
AND THAT FUTURE DEPENDS ON MORE THAN BUSINESS
DECISIONS* IT ALSO DEPENDS ON POLICY DECISIONS,
IN WASHINGTON.
TX REFORM
RIGHT NOW, THE BIG DECISION IS WHAT TO DO
ABOUT TAX REFORM*
MANY OF YOU MAY THINK THAT TAX REFORM IS
DEAD*
THE SITUATION IS A LOT LIKE WHEN MARK TWAIN
READ A NEWSPAPER REPORT THAT HE'D BEEN KILLED* HE
WROTE THE PAPER A LETTER SAYING THAT "THE REPORTS
OF MY DEATH HAVE BEEN GREATLY EXAGERATTED*
So IT IS WITH TAX REFORM*
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THE REPORTS OF ITS DEATH HAVE BEEN GREATLY
EXAGERAtTED* IT'S NOT DEAD. JUST ASLEEP*
FOR THE FINANCE COMMITTEE, IT S BEEN A LONG
SUMMER* WE'VE HAD ABOUT 50 HOURS OF HEARINGS*
WE'VE HEARD FROM OVER A HUNDRED WITNESSES.
MANY OF THESE WITNESSES HAVE POKED HOLES IN
THE PRESIDENT'S PROPOSAL. THEY'VE POINTED OUT
THAT:
IT'S NOT SIMPLE*
IT'S NOT REVENUE NEUTRAL*
IT WON'T HELP EVERY AVERAGE AMERICAN FAMILY.
AND IT MIGHT RETARD, NOT PROMOTE, ECONOMIC
GROWTH*
BUT POLITICS IS A FUNNY BUSINESS. DESPITE
ALL THIS, THE PROCESS OF WRITING A SO-CALLED TAX
REFORM BILL HAS DEVELOPED A MOMENTUM OF ITS OWN*
IT'S LIKE A RUNAWAY TRAIN. NOBODY LIKES THE
DIRECTION IS HEADING, BUT NOBODY WANTS TO JUMP
OFF*
So WHEN CONGRESS RETURNS IN THE FALL, TAX
REFORM WILL BE REAWAKENED**
DANNY ROSTENKOWSKI--CHAIRMAN OF THE HOUSE
WAYS AND MEANS COMMITTEE--HAS MADE A PERSONAL
COMMITTMENT TO PASS A BILL* IT'S HIS CHANCE TO
DEMONSTRATE HIS QUALIFICATIONS TO SUCCEED TIP
O'NEILL NEXT YEAR.
DANNY'S A TOUGH, EFFECTIVE POLITICIAN. HE
WILL PASS A BILL* MAYBE NOT AS SOON AS HE'D LIKE*
BUT SOMETIME THIS FALL*
BE FOREWARNED. THE HOUSE BILL MAY BE MORE
EXTREME THAN THE PRESIDENT'S PROPOSAL* FOR
LARGELY POLITICAL REASONS, THE HOUSE MAY RESTORE
SOME OF THE TOUGHEST ANTI-BUSINESS PROVISIONS OF
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"TREASURY I," TO PROVIDE A BIGGER TAX CUT TO
MIDDLE-INCOME TAXPAYERS*
THF FTNANCF COMMITTEE
WHEN THE FINANCE COMMITTEE GETS THIS BILL-
LATE THIS YEAR OR EARLY NEXT--THE PRESSURE WILL
INTENSIFY.
THE FINANCE COMMITTEE IS CONSERVATIVE,
ON BOTH SIDE OF THE AISLE*
WE TEND TO BE SKEPTICAL ABOUT TAX REFORM.
AT THE SAME TIME, THE BILL WILL HAVE SOME
ATTRACTIVE FEATURES.
WE ALL KNOW THE TAX CODE'S A MESS AND NEEDS
TO BE SIMPLIFIED*
AND WE NEED TO DO SOMETHING ABOUT THE
PUBLIC PERCEPTION THAT THE RICH ESCAPE FROM PAYING
A 9 eACo9 'J fr NS 9 WCT NC
THEIR FAIR SHAREA EIIELLiCiIED @BY LAST WEEK S
REPORT THAT MORE THAN 10% OF THE TAXPAYERS EARNING
-6-
ABOVE $250,000 PAID LESS THAN 5% IN TAXES*
SO THERE'S A NEED FOR SOME KIND OF BASIC
SIMPLIFICATION*
AND IF SIMPLIFICATION RESULTS IN A TAX CUT,
ALL THE BETTER*
IN MONTANA, ONLY 21% OF ALL TAXPAYERS
ITEMIZE* -THAT 'S THE FOURTH-LOWEST PERCENTAGE IN
THE COUNTRY. WE HAVEN T DONE THE CALCULATIONS
YET. BUT FOR MOST OF THESE NON-ITEMIZERS, TAX
REFORM PROBABLY WILL MEAN A SIZABLE TAX CUT*
GIVEN THESE FEATURES, AND THE FACT THAT
NOBODY WANTS TO BE THE FIRST ONE TO JUMP OFF THE
TAX REFORM TRAIN, THE FINANCE COMMITTEE WILL
ALMOST CERTAINLY REPORT A BILL*
THE QUESTION IS WHAT KIND OF BILL. HERE'S MY
GUESS*
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WE'LL CONSIDER WAYS TO RETAIN BASIC CAPITAL
FORMATION INCENTIVES THAT HAVE BEEN EFFECTIVE AND
HAVEN T BEEN HEAVILY ABUSED*
AND WE'LL REJECT ANY HOUSE ATTEMPT TO SINGLE
OUT THE OIL INDUSTRY AS SOME KIND OF SYMBOLLIC
"BOGEYMAN*- THAT'S SIMPLY NOT TRUE* WHEN YOU
LOOK AT THE WHOLE PICTURE, THE INDUSTRY PAYS
PLENTY OF TAXES*
TO ACCOMPLISH THESE OBJECTIVES AND KEEP THE
OVERALL PACKAGE REVENUE-NEUTRAL, WE LL NEED TO ADD
SOME REVENUE RAISERS. A VALUE-ADDED TAX AND AN
OIL IMPORT FEE ARE BOTH POSSIBILITIES*
BUT THAT DOESN'T MEAN THE INDUSTRY IS HOME
FREE*
IF YOU GO THROUGH THE ARITHMETIC, YOU SEE
THAT WE LL HAVE TO PRUNE AWAY SOME OF THE $380
BILLION WORTH OF TAX EXPENDITURES.
WE'LL HAVE TO ESTABLISH PRIORITIES, AND
DECIDE EXACTLY WHAT WE CAN AND CANNOT ACCOMPLISH
THROUGH THE TAX CODE*
-8-
LIKE OTHER INDUSTRIES, THE OIL INDUSTRY MAY
ULTIMATELY HAVE TO MAKE SOME SACRIFICES*
BUT I'LL WORK HARD WITH YOU TO MAKE SURE THAT
WE DON'T ENACT SO-CALLED REFORMS THAT DO MORE HARM
THAN GOOD* BECAUSE THE WORST RESULT OF THIS
AGONIZING PROCESS WOULD BE AN ELEGANT TAX CODE BUT
A LOUSY ECONOMY*
THF TRADE ISSUE
THIS BRINGS ME TO ANOTHER ISSUE.
As I SIT THROUGH THESE INTERMINABLE TAX
REFORM HEARINGS, I CAN'T HELP THINKING THAT WE'RE
MISSING THE REAL POINT*
WE'RE ARGUING BITTERLY ABOUT WHO GETS WHICH
TAX BREAK. WE'RE LIKE PASSENGERS ON A SHIP,
ARGUING ABOUT WHOSE DECK CHAIR WILL BE IN THE SUN
AND-WHOSE IN THE SHADE*
THE REAL QUESTION IS WHICH DIRECTION THE SHIP
IS HEADING*
-9-
I THINK WE RE HEADING INTO A GALE, WITHOUT A
RUDDER*
IN OUR HYPER-COMPETITIVE WORLD, A NATION' S
TRADE BALANCE MAY BE THE'BEST INDICATION OF IT'S
FUNDAMENTAL STRENGTH*
IF THAT'S TRUE, WE RE IN BIG TROUBLE.
THE FIRST SIX MONTHS OF THIS YEAR, WE.HAD A
$70 BILLION TRADE DEFICIT*
To PUT IT ANOTHER WAY, FOR EVERY $2 WORTH OF
U*S. PRODUCTS GOING OUT, THERE WERE MORE THAN $3
WORTH OF FOREIGN PRODUCTS COMING IN*
AS A RESULT, MILLIONS OF JOBS HAVE SHIFTED
OVERSEAS*
THE 3 -PART RESPONSE
So WHAT SHOULD WE DO ABOUT IT?
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WE HAVE TO WALK A RAZOR'S EDGE*
ON ONE SIDE IS SIMPLE-MINDED, DO-NOTHING EMB
THAT'S THE POLICY WE VE HAD UNTIL NOW.
IF THE TRADE DEFICIT FIGURES TELL US ANY-
THING, THEY TELL US THAT THIS POLICY HAS FAILED
DISMALLY*
BUT THE OTHER SIDE OF THE RAZOR'S EDGE IS
JUST AS DANGEROUS*
THAT OTHER SIDE IS STARK PROTECTIONISM
BUILD A WALL AROUND AMERICA. STOP THE
IMPORTS*
SOUNDS SIMPLE.
BUT, AS H.L. MENCKEN USED TO SAY, "FOR EVERY
PROBLEM THERE'S A SIMPLE SOLUTION. AND IT'S
USUALLY WRONG*"
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ULTIMATELY, PROTECTIONISM WILL SHRINK THE
WORLD ECONOMY AND LEAVE EVERYONE WORSE OFF*
So WHAT'S THE ALTERNATIVE? HOW DO WE BALANCE
ALONG THE RAZOR'S EDGE?
FIRST OF ALL, WE HAVE TO REDUCE THE VALUE OF
THE DOLLAR*
OVER THE PAST FEW WEEKS, THE INTERNATIONAL
VALUE OF THE DOLLAR HAS FALLEN*
BUT IT STILL CONSTITUTES AT LEAST A 35%
SURTAX ON U*S. EXPORTS AND A 35% SUBSIDY FOR U*S.
IMPORTS.
WE NEED TO DO MORE*
I WAS APPALLED THAT THE BUDGET TALKS COL-
LAPSED LAST WEEK* INSTEAD OF BOLDLY SLASHING THE
BUDGET, WE'VE SURRENDERED AND ACCEPTED A HALF-
HEARTED "BABY BUDGET*"
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WE NEED TO REVIVE SERIOUS DEFICIT REDUCTION
EFFORTS AND GET THE DEFICIT REDUCED ONCE AND FOR
ALL*
BUT EVEN THAT WILL NOT BE ENOUGH TO BRING THE
DOLLAR UNDER CONTROL*
WE'LL STILL NEED TO ESTABLISH SOME MECHANISM
FOR COORDINATING INTERNATIONAL MONETARY POLICY, TO
FORCE THE DOLLAR GRADUALLY DOWN.
THIS IS A TRICKY BUSINESS*
BUT THERE ARE 123,000 PEOPLE WORKING IN THE
TREASURY DEPARTMENT* SOMEONE DOWN THERE OUGHT TO
BE ABLE TO COME UP SOMETHING*
WE ALSO NEED A NEW APPROACH TO TRADE POLICY*
AMERICA HAS BECOME AN INTERNATIONAL PATSY*
WHILE WE'VE PLAYED BY THE RULES, OTHER
COUNTRIES HAVE PRACTICED A KIND OF "NEW
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MERCANTILISM," PROTECTING THEIR OWN MARKETS AND
SUBSIDIZING THE INVASION OF OURS*
FOR EXAMPLE, CANADA SUBSIZIES THE PRODUCTION
OF SOFTWOOD LUMBER BY SELLING CUTTING RIGHTS DIRT
CHEAP, DRIVING PERFECTLY EFFICIENT U*S. TIMBERMEN
OUT OF THEIR OWN MARKET*
FOR ANOTHER EXAMPLE, MEXICO AND SAUDI ARABIA
SUBSIDIZE THE PRODUCTION OF NATURAL GAS, CAUSING
PROCESSED PRODUCTS TO STREAM IT.
SIMILAR FATES HAVE BEFALLEN OTHER KEY U.S.
INDUSTRIES.
ENOUGH IS ENOUGH.
IT'S TIME TO FOLLOW THE ADVICE OF THOMAS
JEFFERSON, WHO SAID THAT "FREE COMMERCE IS NOT TO
BE GIVEN IN EXCHANGE FOR RESTRICTIONS AND
VEXATIONS*I
WE HAVE GIVEN OUR TRADING PARTNERS FREE
COMMERCE*
THEY HAVE RESPONDED WITH RESTRICTIONS AND
VEXATIONS*
IT'S TIME TO GET TOUGH.
NOT BY ERECTING MASSIVE IMPORT BARRIERS*
BUT BY TIGHTENING-UP OUR TRADE LAWS TO COVER
MERCANTILISTIC PRACTICES LIKE INDUSTRIAL TARGETING
AND NATURAL RESOURCE SUBSIDIES.
AMEpTrAN PRODUCTIVITY
THEN IT WILL BE UP TO US.
IN THE END, WE MUST PRODUCE OUR WAY OUT OF
THE TRADE CRISIS*
LET'S FACE IT* IN SOME RESPECTS, WE'VE
BECOME COMPLACENT. WE'VE ASSUMED THAT AMERICA
WOULD REMAIN THE NUMBER ONE ECONOMIC POWER
AUTOMATICALLY*
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BUT THERE'S NO SUCH GUARANTEE. WE HAVE TO
WORK HARD TO MAINTAIN OUR POSITION*
BUT LATELY WE'VE BEEN FALLING BEHIND*
OUR COMPETITORS HAVE BEEN INCREASING THEIR
PRODUCTIVITY FASTER THAN WE HAVE:
--GERMANY TWICE AS FAST;
--FRANCE FIVE TIMES AS FAST;
--AND JAPAN SIX TIMES AS FAST*
WNY HAS THIS HAPPENED? WHY ARE WE LOSING OUR
EDGE?
SIMPLE. OUR COMPETITORS HAVE ADAPTED BETTER
TO THE HYPER-COMPETITIVE GLOBAL ECONOMY*
LET ME GIVE ONE SMALL EXAMPLE*
FOR YEARS, THE JAPANESE GOVERNMENT HAS BEEN
TRANSLATING U.S. SCIENTIFIC JOURNALS INTO JAPANESE
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AND CIRCULATING THEM TO JAPANESE BUSINESSES, SO
THAT THEY CAN KEEP UP WITH U.S. RESEARCH
DEVELOPMENTS*
IN CONTRAST, WE HAVE VIRTUALLY IGNORED THE
10,000 JAPANESE SCIENTIFIC AND TECHNICAL JOURNALS,
THINKING THAT THE JAPANESE WERE IMITATORS, NOT
INNOVATORS*
WHETHER THAT BELIEF WAS JUSTIFIED ONCE, IT'S
NOT JUSTIFIED NOW. JAPAN IS THIRD IN OVERALL
SCIENTIFIC RESEARCH, AND LEADS IN MANY ASPECTS OF
PROCESS TECHNOLOGY*
WE SHOULD BE WORKING JUST AS HARD TO LEARN
FROM THE JAPANESE AS THEY HAVE BEEN WORKING TO
LEARN FROM US.
THIS IS JUST ONE SMALL EXAMPLE* WE NEED TO
MAKE MANY OTHER CHANGES*
WE NEED TO IMPROVE THE QUALITY OF "INPUTS"
INTO OUR ECONOMY BY IMPROVING PUBLIC EDUCATION AND
TRAINING*
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WE NEED TO IMPROVE OUR MANAGEMENT AND LABOR
POLICIES TO ENCOURAGE COOPERATION RATHER THAN
CONFRONTATION AND LONG-TERM PLANNING RATHER THAN
SHORT-SIGHTED FINANCIAL GAMESMANSHIP*
AND WE NEED TO IMPROVE OUR TAX SYSTEM.
THIS BRINGS ME BACK TO THAT SAME OLD SUBJECT-
-TAX REFORM.
AT A TIME LIKE THIS, WE NEED TAX REFORMS THAT
IMPROVE OUR INTERNATIONAL COMPETITIVENESS, NOT
THAT UNDERMINE IT.
OTHERWISE, WE'LL END UP WITH AN ELEGANT TAX
SYSTEM BUT A LOUSY ECONOMY. AND THAT'S A BAD
DEAL.
LECLUION
I APPRECIATE THE OPPORTUNITY TO ADDRESS YOU
TODAY*
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I GET THE SENSE THAT THE INDUSTRY SEES
THE TAX REFORM DEBATE AS A CRISIS*
YOU MAY BE RIGHT*
BUT REMEMBER, A CRISIS ISN T ALL BAD*
IN FACT, THE CHINESE SYMBOL FOR "CRISIS" IS A
COMBINATION OF TWO OTHER SYMBOLS*
ONE IS "DANGER*"
THE OTHER IS "OPPORTUNITY."
TAX REFORM CERTAINLY CREATES A DANGER*
BUT IT ALSO CREATES AN OPPORTUNITY.
IT CREATE AN OPPORTUNITY TO FASHION A TAX
CODE THAT IMPROVES OUR INTERNATIONAL
COMPETITIVENESS*
THAT WILL BE GOOD FOR THE OIL AND GAS
INDUSTRY*
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AND IT WILL BE GOOD FOR THE COUNTRY AS A
WHOLE*
I LOOK FORWARD TO WORKING WITH YOU*
